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S-B-C-R-E-T 21 October 1953
SECURITY THFORMETION .

YUGOSLAV ECONOMIC STABILITYs Adjustment to Foreign
Econanie Aid Reduction and Withdrawsl

I. Ihe Neceasity for Adjustment
In the light of present and proapeotiw tripartite policy with respect
o econcmic aid to .Yugoalavia, the Iugoslav eeonomy will face the need of
adjusting to two neﬁm problems in the field of foreign economic relations

- during the next few years. The first of 'theae iz a sharp mdﬁet’ion in

foreign economic aid available in fiscal 'yﬁars 19535l and 195455, as
ccmpara‘d te earlier yaf;nm, and possibly e;;mpleta withdrawal of all sconomic
ald thersafter, .The sscond p:éohlmﬁ is the heavy burden of debts to be
serviced during this periocd, '

A, Foreign .Econamic Ald

In @valuatﬁg the effect which the reduction #nd sventual ﬁth‘dréml
of tripartite economic aid would have on the Yugoélav ecoﬁmy, it 1= meful
to review the cconomic situation in Tugoslavia when aid was initiated in
late 19593 the volume of that aid uﬁ to the 'pms_ent f.ime, and the contris
bution which it has thus far made to Yugoslav aconoﬁig stability, |

Following the break with the USSR in 158, Yugoelavia was approaching
an economic crisis, wiich was hastened by the serious drought in 1950, -Th
crisis was due larvgely to the two major gosls of Yugeslav. policy following
the Ceninform break, They were, on the m h’aml,. the buildi.ng wp of a
dafense establishmant eap@bla of deterring the Soviet. and aaﬁallito states

from aggmsaims and, on the othexr hand, the cm ﬂxz'wgh or an invest-
mant pmsgram mmmd t5 esiablish the economic indtapsndancs of Yu.goalama
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In the pericd betwsen the b break with the Cominform and the rscelpt og grent

aid from the West, which began in early 1951, the Yugoslav Gavemm@nt maine
tsined the numerical strength of its already large armed ferces, although
14 was unable to improve its equipment and materiel during this period.
| In order to maintain the army and continus investments according to
the Five Year Plan, (originally 1947-51) the government attempted to meet
the ;mport neade by 1ncreas:1ng exports to the highest possible lavel. The
difficulties encountered in finding sufficlent expord surpluses and
deveoloping new export markets necesaitated furﬁxar maémm gold and
foreign exchange reserves were drawn down from $59 millfon in the middle
of 1948 to $17.5 million at the beglnning of 1950 and trads agreemsnt swing
cmdit.a wers utilizad to the limit and beyond and were employed on what
becama in ei‘fect a long-term credit basis amounting to $5l, million at the
ond of 1950. In addition, the gmrnmnt was able to obtain credits from
fdmign‘gavermentu and priva'w-‘banks equal to slightly less than $200
million by the end of 1950, Soms of these credits wém granted‘by Western
‘European countriss sager to gain and regain export markets foz.'l their reviving
hgavy industries. ALl these measures wers designed to permit down-payments
on longmtarm contracts for capital goods and immodiate payments for raw
materials and ceriain types of caaily obtaimbla capital goods. (Ses Section
I¢ for discussion of the effects of these measures on the Yugoslav balance
of payments in these years, )
Tous, plans and actusl long-term preparaiions molving comuitments of
funds abmadg, in the form of contracts and initial finaneing, took place
with reference m‘:t only to dei’ense but elso to investment before United
Siates drought relief and then tripartite economic 8id were begun. A8 &
result of the long-term preparations assoclated with their accomplishment,

§=ECsR=B<T
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, two major sectors of the economy — defense and investment ~— had already
 assumed large and somewhat rigid proportions before this ald began, and

thus circumscribed somewhat the influence the tripartite powers ware able
'to exert on the Yugoslav economy, directly or indirectly through the aid.

1, Volume and Importance of Foreign Economic Aid

Large=-scale grant aid to Yugoelavia by the Viest began when that
country, struggling to reorient its trade as a resull of the Cominform
blockade, experienced a serious drought in the sumuer of -1950,, Yugoslavis
turned to the Weat for help, which was extendud with the aim of msintaining
an economy c_a,i:abla of withstanding Soviet pressurs The United St.atas
granted about $65 million of Emsrgency Rellef Asaismce and United States
voluntary mlief organizations distributed about $25 million of United
States Government surplus food stocks, Most of this aid was delivered to
Iugoazmia in the first half of 1951

During the Pirst months of 1951 1t becams evident that the Tugoslav
economy had reached a critical stage in respéct to raw materials and the
United States Government extended $29 million of aid from MDAP funds for
the purchase of raw materials. ' In the late spring of 1951, the United
States, United Kingdom and France met in London to study Yugoelavia‘s
.cfweml}. sgonamic situation and to determine how they might bast promote
their interests in Yugoslavia.

The most -important resscn for the granting of economic aid to
Yugoslsvia by the West. was to assure the viability and independence of
Tugoslavia from the Scviet Blos in order to aaaufe access to Yugoslavia
in tims of war withou% having to asgault 1t, whils at the saps time denylng

%o the Kvemlin its physical posseésion and control, This aid was extended

Approved For Release 200%% RDP92B01090R000300020034-6
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Table IA-2s Relative Imporiance of Orant 444 |

Grant Ald Shipments ($ million) 8/ 186 127.5 137.2
Total Availabilities ($ miliien) ¥/ nos  3,818,0 3,524.0
Aid as % of Total Avallabilities Nofe 3.0 36
Population (millions) &/ 16,5 15,7 16,9
Distribution of aid per ca 1@ $) 9,0 7.6 8.1
Per capita oconsumption ($ Nofo 112.6 100.5
Aid as € of per capita consumpiion Dol 6.7 8.1
Total imports (§ million) &/ 3908 35709 408,3
Aid az § of total importis 38,0 35,6 33.2

Net balance of trade and services _ :
($ million) & - 238,44 = 88,0 « 2170
Aid as % of nst balance of trade

and services 62,3 k9 63.2
Capital goods imports &/ fo o 9201 120,0

Aid as § of capital goods imports Bo8o 138.5 k.3

a8, Fron Table IA-l.

FY 1953-Sh

(Projscted )

75.0
3,895.0
1

14

7.2
loks
18,8
3.7

326.4
23,2

= 84,0

89.2

69.0
108.7

b, Total availabilities (Gross National Product minus net balance of trade

‘and services). From Annex I table bo
¢, Bureau of Census estimates. ‘
d, From Annex I table b, '

6. 1950-52 imports from Statistics of Forelgn Trade of the YFPR3 later years

estimated by FOi,
£, From Annex I, table 6o . _
go Source for 195152 IBRD « Current Eoonomic Developments and Credit
Worthiness of Iugoelavia, January 1953; later ysars estimated by |

f1o80 =0t availablse

Approved For Release ZO%Lmi@f-RDPSZBM090R000300020034-6

-

OA,



Approved For Release 20Q1/9842#_.5£.A-RDP92B01090R000300020034-6

to Yugoslavia to meet current nssde rather than support long tezm projects
Aa a result of this conferance the tripartite aid program vwas initiated
and agreement was reached on extending aid amounting to a maximum of %125
million for the fiscll yn‘ar July 1, 1951 to Jum 30, 1952, Alid amouniing
%o $120 million was finally authorized, with the United States furnishing
65 percent, the United Kingdom 23 percentpand Franc§ 12 percent.

Table IA-1 shows the amounts of foreign ec.onomid zid granted to
Yugoslavia from the 1950 drought to the present t.ime, with a projection of
aid for the fiscal year 1953-8l, as wsll as the acf,ual shipments of aid-
finamad goods in those yearg. In accordance with the purposes of the
;:a.'ogmm9 gouds purchased with tripartite aid have consisted pmdomimntly
of raw materials; textile raw materials have accounted for beiwsen 33 and 40
percent of the toteld shipments to date, coke for 10 percent, cruds rubber
and hides combined foﬁ' 1-10 percent, In fiseal year 1952-53, because of.
the drought smergency, lerge amounts of grain were included in the aid,

Table IheZ shows the relative quantitative importance of granteaid
shipments by comparing them Vwith eatizated total Yugoslav avallabilities,
psy capits copsumptlon, total inports, the balance‘ of trads md sorvices,
and capital geocds imperts, Although tripartite aid shipments have not
accounted for more than 3.9 pércent_ of total availabilities (gross national
product mims not balance of trads and nerviges) , their real s:l.gnrl.’fiéame
becomes evident when 1t 1s Isho-m that they equaled a third or more of total
imports, _

As oompared to the deficit in the net balance of trade and services,

they amountsd te bstwesn two-thirde and one and & half times this deficite
In detesmining the importance of Westsrn ald te Yugoslavia, account

must algo be taken of loans and oredits (see section IC) and military aid
. Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020034-6 |
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(ses ssction IIA), even though the latter doss not enter into commercial
trads channols, Considsration should dlso be given to technical assistance
shich is very important qualitatively, although not significant in monstary
terns,

Although foreign economic aid has been used to finance current imports
and not capital goods imports, it is worth noting that foreign aid shipments
have been greater than ocapital goods importis in each ysar aid has bssn extended.
This illustratss the way in which foreign aid, in conjunction with foreign
loans, has indirectly permitted Yugoslavia to pursue its investment program,
The relationship sppears to be amwha‘t gimilar bet;wa@n foreign ald shipments
and the deferse share of imports, which is estimated by FOA to have been
roughly 25-30 percent of the total imports in recent years.

Viewsd either from the standpoint of the Yugcslav progranm aleons or from
comparison with economic aid and its effects on other countries; the non-
statistical evidences of the importance of twipaitim sconomic aid to
Yogoslavia are even more impressive than these aggregate relationships would
indicete, Omitting considaration here of its political sffects, the major
mulﬁs of aid during the past three years appeazf to be fives maintenance
of defense est@blishmnt;, avoidance of possible faminss resulting from
droughts, offect on government's agricultﬁral program, facilitation of foreign
leans and offect on general cconomic policies of the govermmsnt {"New Economic
System"), |

2. The maintenance of an effective défenss establlshment as &
deterient to Soviet Bloc attsck was a primary result of tripartite aid. It
is not possible to demonsirate statistically the effect which tripartits aid
has had on Yugoslav defense capabilities., It is clsar, howsver, that Yuge-

siavis was onabled to continue supporting a militery sstablishment which 1s

Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020034-6
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believed to ba.among the largest in non-Soviet Europs despits the effecte

of the Cominform break and two major droughts, The Yugeoslav armed forces

have claimed a larger part of ;he country’s national product (over 15% from 1951
‘to 1953) than has been the case in any Western country, not excluding the
United States, Furthermore, during the period of economic aid the Yugoslav
econamy has been able to undertaks the construetion of basic military

industry for producing a iarge part of the meteriel necessary to maintain

ite omn forces, Some of these plants are in operation today.

b, Another pr:l.mary‘ factor related to the granting of economic aid to
Yugoslavia has been iis affoctivenesa in svciding famine or nsar-famine
conditions as a result of the 1950 and 1952 droughts, Aside from humenitarian
grounds, it was essential to prevent the economic disorganization and
political and social unrest which would have been caussd by a‘ foreed dx*as'tic
cut in food consumption, It is not possible to assess fully what the effect
of the 1950 drought might have besn had it not besn followed by United States
food aid and tripartite economic aid, It appears, however, that this aid did,
in fa‘c_tg provide the gep between possible widespread hunger and the relative
soclal and political calm that actually prevailed, The American observers in
Yugoslavia in 1950-51 reported that, to their knowledge, the distribution of
United Siates relief waes well organized so that not a single case of
starvation csme to their attention, From the standpoint of economic and
political stability, the results of the 1952 drought were not quite as sarious,
Food and apimal fodder from the previous year®s good harvest and supplies of
consumers® goods in excess of consumer demand existed in shops ar;d wmrehouses
beth in marked éontraat to the circumstances prevailing at the time of the
1950 drdixghto These features are in themselves evidences of an increase in
stability, both in econemic and in the lses assessable political form of

Approved For Release 20608525~ KJA-RDP92B01090R000300020034-6
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stability which differsntiated the two psriods of drought, _

¢, Thers is a olose connection between scenomic aid and the govern-
ment's agriciltural policy, btut it is not possible to detexﬁim positively
what this policy would have been in the absance of aid, The two droughts
have brought the continually worsening agricultural problem to the forefront
and the government was forced to mlm alterations in its policy of ﬁroﬂat&ng
sollectives st any coast, Aotually, eoconomic aid might have been iﬁntmmntal
in permitting the Iug;:aa'lav Government to postpone the necessary agricultural
reforms, as the foodstuffs recelved under tim aid lesssned somewhat the
dependence of the govermment on the private ssctor in agriculture as it could
feod the cities and continue non-food imports out of its own rescurces. On
the othur hand, in the abaem_ﬁa of food and tripartite aid; the government
might have tried to sclve its problem by .evm nmore sSevers measurées ageinst
the peasants in its efforts to control the country's agricultural suﬁplieeo
On baldnce, 1t wauld seem that the aid has probably ﬁelayed the abolishment
of certain unproduct.iw collectd.ve fama, but it has given the govarnwnt &
chance to review its agrarian policiles, md to make careful. plans for the
elimmation of the inadequaciss,

Although the goveynment has been s@arching for a final gselution to its
agricultural problem, no such sclution appsars in sizht as yet and more
experimentation will undoubtedly take plsce before the problem is solved. to
the satisfaction of the government and the peasants {see seetion 1IC).

d, A significant byeproduct of the tripartite aid progrem as well as
thé thrée United States cyedits meds available through the Expori-Impert
Bank in 194980 and the United Kingdom credits in 1950-S1 has besn the
‘increased willingness of other investars to lend money %o Yugoslavia,

SoB-CeaRmEeT
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The amount ofl tripartite aid and the funding of the Yugoslav debts
to the tripartite pcwers were important considerations in ﬁhe determination
of the International Bank to extend two loans to Yugoslavia. It may also
be surnised that Yugoslavia might have found 1t more difficult to sbtain
the Chase Bank, Mkish,,and Canadian short-term eredits to which it resorted
in order to obtain grain imports following the 1952 drought if it had not
been thé recipient of economic aid with which to support the stability of
its economy, i

e, Finally, a very intangible result of the economic aid hes been its
efiect on the general seconomic policies of the Yugoslav Government. The
Yugoslavs have argued that the intraduction. of the so-called "New Economic
Systen" (see Annex III) with its abpa.rent. liberalization entitles them to
a continuation of large-scale sconomic ald; they claim that they will not
be able to procesd with the implementation of ti;ae program unless the aid is
continued, 7This argument makes two assumptions: Firstly, it assumes that
in granting economic ald to Yugoslsvia, the United States was acting on the
premise that the Tito Govermment would gradually evolve into a demccratie
regims, It seems clear thnt‘while any real libomlimtion in Yugoslavia
would be very welcome, the basis for the extension of US aid was to provent
thé sub,jec‘uion of Yugoslavia by the Soviet Blos, Secéndly, while economic'
aid has undoubtedly asslsted in the implementation of the "New Economic
System® by assuring the government of relative economic stability in this
trying period, it was not the primary cause of the change in Yugoslav
asconomic policy, It must be remsmbared that the current trend in Yugoslav
economic and politicel thinking hed already startsd before the drought in
the summer of 1950, 1.8., befors tripartits aid was extended. (See Annex III,)

Selelailei~T
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The basie cause for the introduction of the "New Economic System" was the
realization on the part of Yugoslav leaders that the existing Soviet-style
system had not prdved successful and that some substitute had to be found.
The propaganda value of the "liberalizing" features of the system was a
useful by-product. As in the case of the agrarian policies discussed
- sbove, it is difficult to determine what course the Yugoslav Covernment
wonld have followed in the absence of economic ald, bat the pnssibility
cemmot be excluded that it might have besn forced to make more significant
concessions to the population to stimulate production.
2. Future Ald lLevels

a. Discussions on the level of economic ald to be extended to
Yugoslavis during fiscal year 195354 began in Belgrade at the third
tripartite conference, which completed its study of the Yugoslav require-
ments at the beginning of April 1953. Thls group estimated that Yugoslavia's
balance of payments would require extornal financing of $89 millioﬁ in
order to support the economy at a level of consumplion consistent with the
economic~-military objectives of the assistance program.

In the eonference's view, this deficit, whichwas $8 million
below.Yugoalav egtimates, should be financed by grant assistance of
414 million from the British and French Governments and $75 million
from the United States. Upon review, however, it was decided that the
United States share was about $30 million above the level of assistance
which the United Stat~s Government considered necessary and was willing
to provide. However, in June 1953 aid amounting to §15 million was
advanced to Yugoslavia in addition to the fiscal year 1952-53 allotment,
and farthermorse the cutgoing piéeline on June 30, 1952, turned out to he

«=11=
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larger then envisaged eérliar. The utilization of the $15 rillion
and the drswing down of the pipeline 4n fiscal year 1953-51& will boost
the svallable aid to an amount approaching the originai estimate of
889 million.

b. There is, as yet, no clearcut decision on the granting of economic
aid to Yugoslavia after fiscal year 1953-54. At the present Jjuncture,
4t appears that economic grant ald by United Kingdom and France will
not continue after fiscsl year 195354, the year in which the three
governments originally eatimated that a viable Yugoslav economy would
be achieved. On the other hand, the United States has some very
tentative long.range plang which provide for the contirmance of grant
assistance to Yugoslavia st a greatly reduced level for one or two
years beyond fiscal year 7953-54. In addition to this, there will be
continuing grants for military ald and probably for t echnical asslistance

as well.

«llge

A | _ _
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B, Foreign Indsbtedness and Sexrvicing Burden
The ncuessity of servicing Yugoslavia's total foreign indebtedness of

almost $h00 miliion (as of July 1, 1953) represents a serious obstacle to
the balancing of Yugosla.via“s foreign economic transactions in the nsar
futore, The planned reduction in foreign szonomic aid, colneiding with the
paa.k demnds for principal repayments on this debt, aocording to present
contractual errangsments, places heavy demands on the Yugoslav economy in
-the next three years. |
1. The Composition of Foreign Debt
The total of Yugoslav foreign indebtedness is estimated at $395 million

(oxcluding the vprewar publie debtst) as of July 1, 1953, a $20 million
jnerease ginice January 1, 1953, (See Tables IB-1, IB-2, and IB-3,) The
major part of this, $257 million, consists of long-and nedium<torn credits;
in addition, there are $21 million short-term cradits resulting i'r.om the
1952 drought, $34 million of mvolving or secured credite, $LO million of
mv:l.ng cxwdits under mda agreemoits, and $43 million of mt.iomlized property
d@bwq.

~ About two-thirds of the total indebtednses is concentrated among four
- major c:x‘*sa:litcmrs‘9 t.he United Kingdom, Western (:emny, United States, amd
" the Inteznationsl Bank for Reconétruetion and Development, each of which
accounted for mors than 15 percent of the total debt, The other third is
dlvided among more thaﬁ gwenty other creditors, soms of whom have extsnded
extrenely small credits to !ug;cﬂlavm; @80, the combined credits of Demmark,
Nethierlands, Norway, and Swsden totalled less then $3 aillion on July 1, 1953

1, No finsl agmment on the total smount of these debis has yot been
reached batmen the Yugoslavs and the creditors.

ENTIAL
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2, The Contrection of the DNebt

The greater part of the nationalized property debt and of the
revolving or sacured credits was contracted before 1950 (see Table IB-!»,)o
The contxaction of other lcans and credits has continued up to the pressnio
$50?w£ zzcumd by Yugoslavia before 1950, and an average of $40 million
each half year thereafter. The grsatast nwsber of credits, involving the
largest increase in indebtedness ($88 million), were cbtained during the
sscond half of 1950, following that ycar'ﬁ drought, On the other hand,
the smallest increase in this type of indebtednsss (415 milion) occurred
in the first half of 1952, follmdng the good 1951 harvesat.

The loans and ovedits were gecured,in gensral, for twe purposess
short=term credits in fiscal years 1950-51 and 1952-53 to ﬂnancé imports
of food occasionsd by the droughts in those years, and credits of all types
(long, medium, short-term, revolving and sscured) to finance imports of
capltal goods and raw materials for Yugoslav indus.tryo The second type
might be slassified under 4wo categories according to the oriteria
established by the International Monetary Funds compensatory financing
{for the purpcse of talancing imbalﬁmes in Yugoslevia‘s foreign econamic
transsctions) amd non-compsnsatory (independent of the balance of paymants
and generaily limited to specific projectm-).,‘ However, this separation is
very difficult to psrform and 1s in many cases conceptually inappropriate,
as it ia often impoasible to disiinguish developmental from balance of
payments purposes.

3, $380 Million Celling Set by IBRD

In its Octobsr 1951 report on the creditworthimsa of Yugoslavia

CONFIDENTIAL

Approved For Release 2001/08/21 :MCFP?-R?bPS_ZBM090R000300020034-6 :



Approved For Release 2001/QfRfrigife R 92B01090R000300020034-6

the IBRD estimated that Yugoslav totsl indebtedness (exeluding prewar public
debte and swing credits) equallsd approximately $180 million as of

September 1950, At that time the Bank's management recommended that Yugoslav
borrowings in the next fow yedirs be limited to an additional $200 millioﬁ,
thus setiing a ceiling of $380 million on Yugoslav forveign indebtednsss.

This limit vas dorived in the following manner: it was estimated that
!ugeslavia would be able to meet debt. aewice paymenta in all currencies of
about $30 million annually, This amount could service a total dsbt of about
$380 million on & long-term basis (20-25 year maturity at an average interest
- cost of 43%) in addition to some payment on prewar public debts,

’me ceiling of $380 million has not besn reachsd up to the present time,
the fsoﬁal outatanding debt of about $355 million on July 1, 1953 (excluding
prewar public debts and swing credits) representing the highast peak. It
should be noted that the Bank®s calculation is not realistic in certain
raspsctss with normal agricultural harvests, and a reduction in capital
imports at the complotion of the key investment progran Yugoslavs might be
able to spend ﬁom than $30 million & year on debt servicing, However,
according to present contractual arrangements cver two-thirds of the Yugoslav
debt is to bs amortized by the .end of 1958 and none of the credits, except
for those from IBRD, have a maturity ai' more than 10 years, so the assmnption
regaming the 20-25 year maturity is not malistica Furthermors, swing
credits amounting to about $40 million on July 1, 1953 dre expected to be
aliminated by the end of 1958, This would hecessitate an additional average
yearly paymont of appramimately $10 millien, requiring export balances that
otherwise might be used to service loans and credits.

Lo Debt Servicing

While the total amount of external dsbt is within Yugoslav capabilitlies
‘ 01/08/21 : CIA-RDP92B01090R000300020034-6
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to service as determined by the IBRD, much of it is short-and wedium-term
debt which requires substantisl principal repayments in the next ltbrea YOars.
During fiscal years 1953-84, 195U=55 and 1955~56 conmemal ‘repaymenta
amount to %l?gi;'lﬁgn even if repayments on the unergoncy wheat credits
resulting from the 1952 drought are excludad, there still tamains abou\;. $160
,miilion or an average of $§3 million a year to repay unless some debis are
_fundado (See Table IB=5,)

During the same period, contractual interes? paymenw will amount to
about $27 million, Thus a total of about $62 million a yesr (excluding wheat
credits) is to be peid in the next thres years, or twice the amount estimated
by the Internaticnal Bank as within Yugoslavia's capacity to service, To
this must still be added an estimeted average of $11 millicn a ysar for
expected swing reductions in this psriod, However, if no new loans were

obtained, the contractual debt repayments would taper off sharply after the
next thres years, with only $21 million remaining to be ropaid in calendar
year 1957 and 317 million in calendar year 1958, plus $8 million in 1957 and
$7 million in 1958 for interest charges (see Amnex I, Table 2), This is,

of course, only hypothetical, as it is likely that Yugoslavia will secure
new loans and that some of the existing loans would be fumded, thus raiﬁing
the dsbteservicing charges in the later years, |

In the past, Yugoslavia has always received more in nsw losns in any
one year than she needed to service existing loans during that period; the
only exeeption being the fiscal ynar 1951-52 when a good harvest permitted
& slight rsduction in the sotal outstanding debt, In addition, in each year

Yugoslavia was the recipient of fareign aid_ in an amcunt considerably greater
than contractual debt serviecing, This is not to say that tripartite aid wes
granted to Yugoslavia for the purpose of pervicing its foreign debt;, but the
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TABLE IB=5

Total Yugoslav Contrectual Debt Servicing,

Jsnuary 1951-July 1956

{In millions of US dollars)

FY FI
1951 1951f52 1952/53

Principal Repayments 26,61

Swing Redugtion 23,65
Subtotal 50,26
Interest Payments L.26

Total Debt Servicing 5Lo52

af Estimated

Source: Annex I, Table 2

h0095 30000 .
26,08 11,86
67,03 11,86
L.10 5.60
71,13 L7.h6
CONFIDENTIAL

FY FY F¥
1953/ 195h/55  1955/56

6h.60  Tl7h  h2.32
9.50 &/ 12,62 8/ 12,00 &/

W10 B3 Shad2
8,60 9,00 9600
82,70 93,36  63.32
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recéipt of aid did facilitate the mesting of foreign debt obligations, In
the future, with gradual elimination of foreign economic aid, Yugoslavia
"will have to moet these commitments out of her own resources,

5, Possibilities of Postoboning Repayments
Yugoslavia has besn able to negotiats postpon@mms of debti-service

payments in the case of three minor debtes, FPayments on the Swedish
nationalized property debt due at the end of 1952 and the middls of 1953
were postponed for one year; thé $6 million Swiss equipment credit,
_4origiml‘1y due Ssptember 30, 1953, has been reschedulad with repaymsnts now
consisting of 10 semi-annuel installments beginning on May 31, 195L;
approximately 84,8 million of repayments on the French military credit due
in the period April 1953 to October 1954 have .been deferred until the périod
April 1955 to Cctober 1957,

AXthough these postponements have been of some help in improving
Iugoslavia's foreign financial imation, no real amslioration of the problem
of debt servieing during the next few yoars can be achieved without thoroughe
going adjustments in the West German and United Kingdem loans, each of which
- aéodunw for about 17 percent of the totsl catstanding Yugoslav féreigra |
indebtedness, According to present contracteal arrangements, Germany is to
receive $4LS million over the next three years {not including swing reductions)
and the United Kingdom $39 million (not including netionalized property
repayments), Since the total amount of scheduled repayments on loans and
credits in those years amounts to $162 million, Viest Germany ard the United
Kingdom together account for over 50 percent of the total, The other two

major creditors, the United States and the IBRD, account for approximately

CONFIDENTIAL
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the same proportion of present Iﬁgoslav ;lndebtsdmsa es Vest Germany and
the United Kingdom, However, thes terms of these loans are relatively long
- ard only $6,5 million must be repaid on them during the next three yeara,
S0 they create no problem within the present context,

The United Kingdom 'has rscently made an 6ffer to YTugoslavia to ease
somewhat the dsbt servicing burden, The United Kingdem Government agrees
that if ths Yugoslave pay off the revolving credits granted by the Midland
and Wesiminister Banks when they fsll dus in Afiecal year 1953-54, the
Um;téd Kingdom Government will raise the ceiling of guarantasss direct to
exporters by an eguivelent smount and will accept pestpoﬁement of the
$2.8 million mﬁ&yment on the 8 million pound credit, ‘due on June 30, 195L,
until 1956, The United Kingdom Government 1s alse prepared to postpone
repayments on the 8,3,2, and I} miilion pound msdium tsi’m loans if the
Yugoaslavs axe able to obtain roughly equivelent concessions from other
credltors, the most importent of which is West Germeny, Thus, the
nsgotiations with Gemw assume even greater 'J.mpor'béme; not only do
present schedules provide for gmﬁr repaymeants to Geymany than any other
creditor, but the United Kingdom and other creditors ave not wiu.ing to
agree to any fundamsntel change in repaymsnt terms unless Germany revises
its schedules firsi, _

The basic problem in the Yugdahv:ﬂomah debt negotiations is the need
to postpons paymente on the mediumeterm dsbt ($4lol million outsianding as
of July 1, 1953) and arrange snitablé repayment terms for an additional
$26 million to pay for equipment recently ordered from Germeny, Thess
negotiations have been drawn out and complicated and no solution appeared
posaible until the German political situstion becams more settled, The

CONFIDENTIAL
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possibilities for successful conclusion of these negotiations increased
greatly with Chancellor Adenauerts victory a2t the pells in September
1953, The German Government has repeatedly assured the Unlted States
Government that it wouid do everything possible to come to some aa-ti#-
fact.ory agreament with Yugoslavia, but Gexman .Govemnent agencies have
heretofore been wnwilling or unable to arrenge for the funding of the
debt and referred the Yugoslavs te a private Germen Bank, the Rheinische
Girozentrale in Dusseldorf in the summer of 1953. The arrangements
with this bank would have been satisfactory except‘for an interest rate
of 8 percent and & fee of 2 percent, which the bank demanded and the
Yugoslavs considered too high. ,

In view of Germany's interest in Yugoslavia as a market for its
products gnd the assurances by the German Govertmeni, it appeai's likely
that some errangement would be reached postponing debt répayments. This
would remove one of the obstacles in the way 6f agreements with other
creditors and would be the first step toward adjusting debt servieing
charges to Yuposlavia®s abillity to pay in the near future.

6. The Problem of Future Debi Contractions

All the debt tables and the discusai_ons up te the present time
have been based on the assumption that no new credits would be nepo-
tiated by the Yuroslav Govermment, Obvicusly, this is not a realistie
agssumption, and it is necossary to consider the effects of new loan
contractions.

There are three factors inhibiting further loan contractions by

YTugoslavia, The firast and most important is the rezlization by the

-23-
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Yugoslav Govermment that any new loans would increase the already great
burden of debi repayments, The geverment hag ;hcwn that it is aware of
this danger by its regulations controlliﬁg the expansion of foreign
borrowing by incdustrial and business enterprises. On the other hand,
the desire of the Yugoslav leaders to sndustrialize the country further,
as exemplified by recept nmention of "new™ key projects when the present
ones arc completed, provides a primc motive for increased foreign
borrowing.

The second factor is the commitmont by Yugoslavia under its loan
agreements with the International Bank for Reconstruction and Develop-
ment to "notify the Bank promptly of the particular proposal (to incur
sny additional external debt) and, before the proposed action is. taken,
shall afford to the Bank 311 epportunity which is roasonably practicable
in the clreumstances to exchapge views with the borrower with respect
thereto. » o o There are two explicit and one implicit limitations on
this requirament. The Yugoslav'Gsvernment does riot have to consult the
Bank if the additional debt results from the utilization of an existing
eredit or if it is a short-tem ob;igatian'under which repayment is te
be completed within one year. The implicit limitation is the exemption
from this requiremsnt of a "pgagonable” amount of compensation debi,
i.e.5 debts which are to be repaid fully by exports.out of the incressed
procuction of a specific commodity or cormodities resulting directly
from the loan. |

The commitment to consult theé Bank is, of course, tied clossly to

the 5300 millicn debt ceiling discussed sbove. Since the celling has

Approved For Release 2001/08/21 :-CR-RDP92B01090R000300020034-6
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not been reached and the total outstanding debt decreases gradually as
princﬁ.p‘al repayments are affected, 1t would be poséible for Yugoslavia
to incur congiderabie new oblizations without exceeding the $380 miliion
ceiling. | |

The third factor is the commitment byfugfoslavia under the Fxchange
of Notes of October 11, 1952,oxi the subject of tripartite 2id, to
Woxchange views" with the United States, United Kinmgdom, and France when-
_ever new lozns outside the Intermational Bank are contemplated. This -
requirement has not been strietly enforced in the past, and it appears
now that in order to satisfy it Yugoslavia merely needs to report
quarterly to the tripartite powers the status of unpaid balances of
investment and commercial debis by govermmental units and enterprises,
rather than being forced to consult prier to conclusion of contracts.

‘Despite these three factors, it appears 1ikely that Yugoslavia
will atiempt to secure further credits from foreimn govermments and
neni-governmental units, (See Section II-D°) * An example is the attempt
%o sdd £16 millien to the existing medium-term debt to Gehnaxw and fund
the combination of the two. This additional $16 million is to cover
the cost of new equipment recently ordered fron Gemmany, allegedly for -
"key projects.” According to the staff of the International Bank, many
of the projccte expected to recelve this equipment are not of high '
priority and epuld easily have been postponed, but the Yugeslav Govern=
mant continued to insist that a1l this equipment is essentlal,

Tt is not possible to estimate the amount of this additional ine
debtedness as this will depend on many factors, such as, the govermment’s

decision on the investment program, the military prepareé.ﬁess prografa

Approved For Release 2001/08/21 2551A-RDP92B01090R000300020034-6
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and the level of private consumption, the ability to increase agricul-
tural and other exports, and the success in post;ﬁoning debt service
charges falling due in the near future.

Obviously, the burden impesed by new debts depends on the purpose
for which they are obtained and their repayment tems, i.e., the period
when principsl repayments must be made and the interest charges that
sre arresd upon rather than the total amount of the new debt. It is
even conceivable, theoretically, that a new longer-term debt could
reducs the short-term debt servicing burden if the proceeds were used
to repay existing loams, thus, in effect funding them. However, future
inereases in the Yugoslav foreign indebtedness are likely to result from
Joans for investment purposes or shorteterm emergency credits, and not

loans for funding purposes.

o 26 =
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C. The Basic Task of Adjustment in Aggregate Terms

A brief review, in aggregate terms, of some of the factors involved
in Yugoslavia®s pestwar economic situation 1s necessary to express the
scope of the problem of adjustment to a reduction and eventusl with-
drawal of foreign economic aid and an increased debt service burden. In
this discussion, emphasis will be place;i on the formation and dis‘:.zibuQ
tion of the gross national product (GNP) and the fluctuations of the
variocus elements of the balance of paymentss

1. Fomaiﬁ.on and Distribuﬁon of CNP in Postwar, Period

The contributions te the Yugosla_v GNP by sectors of the economy
and the growth of the ‘GNP in postwar years are both presented in Table
1Cel, The figzuree on GNP are aﬁbject to errora due to varletions in
_pz"ic.-.ea9 clasal fication, etco, but it 1s .ét:lll possible to draw general
coﬁclusiens from thém, especially when supported by other data.

The Yuposlav GNP rose sharply from 19117.'to 1949, decreased in 1950
due o ﬁhé fall in agricultural producti.bh as a result of the drought,
and then roge to about the 1949 level. The_figurés for 1951 and 1952
were calculated from the .ﬁlans of those years; the 1951 plén was generally
fulfilléd,- but in 1952 the sécond serious drought in three years caused
a serfous underfulfillnent of the plan, and it is estimated that GNP in
1952 was only about 90 percent of the 1951 level (see Annex I, Table 4).
It is expected that in 1953 GNP would again reach the 1951 level and
poseibly exceed it by & small amdunto

-2 |
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As shown in Table IC-1, industry®s share of GNP rose sharply from
1947 to 1949 and then leveled off at aréund L5 percent of GNP; this same
~conclusion is indiecated by a study of data on production of selected
industrial commoditles in Table IC;2,‘IGu3a end Annex I, Table B,

 Agriculture®s share has been consistently azbout onefthird of the
total, except in times of drought when 1t fell to only about one=fourth
of GNP, Table IC-l presents data on Yugoslav grain production, which
constitutes the most Important sector of Yugoslav agriculture. The
contribution to GNP of services has fluctuated between 20 and 30 percent
cf the total during this peried,

Unfortunately, no comparable data are available for the distribution
of GNP in the postwar years, The only data available were calculated
écéording to the Marxist concept of national income, which excludes marny
so~called "nonsproductive services." However, the source (Report by
Paul G. Hermberg) that provided the data on the formation of GNP alse
calculated the distribution of total'ayailabilities (GNP minus net
balanee of trade and services) according to the 1952 plan, and FOA has’
made rough estimatss of the distribution in fiscal years 1952/53 and
1953/l (see Annei I, Tablc L), According to the 1952 plam, personal
consumption accounted for about onewhélf of total avellabilities, which
sppesred to be its approximate prepertion during the whole postwas
- perded; gross publie and private investment accounted for about on@af@#rth
of total availabilities; defense expenditures acéounted for about one-

sixth and other goverrment expenditures for the remainder. o ﬁéja?

= 28 =
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Tsble IC-1: Formation of GNP 1947-1952

1947
Industryd/ 373
Agricultuﬁ?/ 349
Sarv’icaé.?/ 29%
o 100
GNP (1947 = 100) 100

&o
Do
Co
de

€o

Sources

Includes mining, construction, and handicrafts.

Includes forestry.

1948  1ohe 1950 19518/ 19528/
No# 4% W6 b3 LS
332 32% 263 3% 33%
274 23% 28% 263 22%

100 100 100 100 10d

130 151 137 8 Uy

Includes all services, those producing goods and those net
producing goods according to Yugoslav termminology. -
Baged on plan data, it probably approximates actual figures,
as 1951 plan was substantially fulfilied.
Based on plan data. It does not represent asctual flgumsg as
it is known that 1952 GNP was cnly about $0% of 1951 level

due to drought.

- 29 =

Report by Paul G. Hermberg, Septembesr 16, 1952, to FOA.
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Table IC-Y: Production of Grains

(In éoo's of metric tons)

1935-39 .

Averacs 1950 1951 1952 1953
Corn b, 469 2,084 15033 1,470 4,033%/
Whest 2,633 1,827 2,217 1,677 2, 5002/
Rye 216 219 277 225 300
Parley 405 266 358 257 7Y

8o Yugaélav foracast; Embassy Belgrade estimate is 1,200,000 tons.
b, Rough estimates by Embassy Belprade. :

Sourcess 1935-39 svsrage - NIS 21=60, p. 3, CONFINENTIAL; 1950 and
, 195?3D=377 Belgrade, November 18, 1952, CONFIL'NTIAL,
SECURITY INFORMATION; 1952 and 1953 - D=59 Belgrads,

July 20, 1953, UNCLASSITIED and D-185, Relgrade, August 28,

1953, RESTRICTED. :
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changes in the distributien of Yugoslav GNP are expected in the near
future, In fiscal year 1953/5L, on the basis of very rough calcula~
t}ions, personal consumption is expscted to be a slightly higher propor-

tion of total availabilities then in 1951/52, investments about the same,
| and defense and other governmental expenditures slightly lower.

The sbove data bring out very clearly three of the problems that
ave faced by the Yugeslav economy, Annual personal consmnp‘tﬁ on in Yuzo-
slavia is only slightly higher than 3100 per capita, which is one of the
lowest in all of Fuvope (see Section I1-B). This condition is the result
of the low level of Yugeslav GNP as compared to other Europesan cduntries
and the relatively amall proportion of it devoted to personal consumption.
If production is to increase, more incentives must be given to the workers
either by raising the total product or by increasing the share of pexsonal
consumption or both. Closely connected to this are the other two problems,
the share of total availabilities claimed by defense and by investment.
The approximately 16 percent of total availabilities spent on .the armed
forces must be considered as a complete loss in strictly gconomic terms
as it does nothing to inerease production. The allccation of about onee
fourth of total availabilities to investment camnot be placed in the
seme category asit does lead to greater prod?.w.ction.,. The difficulty has
been that despite the great investment, no cerresponding increase in
production haz occurred as yet. As indicated In Segtion I1~-D, this is
due to the construciion of a large munber of projeets, mauy of which
have not vet entered producti.bn during the period under discussion. ;A

further important resson for the lag in industrisl production since 1919

e 1 (-]
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has besn the sericus balance of payments position of Yugoslavia, which
made 4+ difficult to import sufficlient raw materials for Yugoslav

industrye

2, Fluetuations in'the Balance of Payments
Thers is a close interrclationship between the internsal economic

aituation and Yugeslav foreipn economic relations. As indiéated above,
the balance of payment problem prevented sufficient ﬂmports of raw
materials for incustry. At the same time; the lag in industrial pro=-
ductien made 4% cifficult to increase exports of industrial products, a.nd‘
by not making available adequate consunera® goods supplies as incentives
for the peasants was one of the contﬁb\ating causss of the lag in agri-
cultural expori avaiiabnitieso The lack of exporitable supplies and the
difficulty in developing foreign maerkets hindered the increase in Yugeslav |
exports while the needs of the investment program, the military estabe
1ighment and incustry kept imports at levels considerably hipher than
exports. (See Annex T, Tables 7, &, 9, 10, 11, 12, and 13 for
statistical data en Yugoslav forelen trade.) _

Table IC-—S' summarizes the Yugeslav balance of payments position
in the postwar period, and indiéat.es the great fluctuations that occurred
in the kcy item, the "net balance of trade and services.” This item
reflects the effects of vanous Yugmlav domesbic policias, of the
vagaries of weather, and ineffective government policies in regard to
foreisn trade. The most noticeable fact is that this item has bseﬁ
nogative during the whole postwar period, indisating an exes 55 of

imports over exports in every one of the years. .48 should be compared

Approved For Release 2001/08/21 CIA RDP92B01090R000300020034-6
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to the prewar years when this item was usually positive with exports and
receipts on services exceedirig imports by an average of about ‘?320 million.

A study of the table shows that the largest deficites in the net
balance of trade and services occurred in 1946, whén postwar reconstructlon
“was in full swing, in 1951 and flscal year 1952/53, both years following
a bad harvests The size of the def.'ic;t also depended on the amount of
.forre:!.gfn ald extended to Yugoslavia; as this eid ensbled the Yugoslavs to
import large quantities of goods without having to pay for them by thelr
own exports,

A defieft in the balance of trade and services could not take place
unless the imports were pald for in some manner, either by exports, aid,
loans, or the drawing down of foreign exchange or gold holdings. Table
IC-5 and Annex I, Table 6 show to what extent éach of these means were
smployed to cover the deficit. Foreign economiec aid was the most im-
portant balaneing item in 1946, 1947, 1951, end later years, while the
net capital balance was the most important in 19h2, 1949, and 1950, i.e.y
after UNTRA relief stopped and before tripartite eid began. Foreign
exchange and gold reserves were drawn down substantially in 191179‘19&99
and in fiscal year 1952/53 but were somevhat built up 4in 1950 and fiscal
year 1951/52. Fiscal year 1951/52 presents a very interesting case
where a combination of an excellent harvesi, a large anount of foreign
aid, and some new loans enabled Yugoslavié to make substantial payments
on existing "loansr, build up foreign exchange and gold ragerves and still
cover a deficit in the balance of trade and services. This is a umnique

case, nowever, as in every other year the utild zation of new loans

-3 -
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exceeded repayment of existing ones (see Ssetion I-B above ),

In belance of psyment terms, the basic task facing Yugoslavia is
to change the deficit in the balancs of trade and services to a positive
balance, as in the prewar period, by increasing exports and éemic@
recelpts and/or decreasing imports in order to sérvice md.éting; debis,
a8 well as to brdld up forelen exchange and gold reserves ory at least,
- avold depieting them further. All this must presunably be done witheut
having to depend on foreign aid,

Secfﬁiar_m 17 and IIT deal with the various factors involved in solving
the Yugoslav foreimm economic problems., Section IT kdiscuasssz the secltors
of the éceonomy that would be aff'ected by a2 withdrswal of economic ald,
while Section ITI deals with goverrmsnt policles in selscted fields and
thelr effect on Yugoslavia's abllity to cope with the problem. In Section
IV an aitempt will be fnade to draw seme conclusions regarding the possi=
bility of Yugoslavia's becoming independent of foreign economic 21d in
the nesr future and the chenges that would have to take place in the

Yugoslav economy 0 make it possible,

«r 3? L)
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ANNEY I=-Table b

Yugoslavia: Internal Accounts
(In thousands of US dollars)

Py 1951/52 o/ FY 1952/53 n/ Y 1553/k 8/

Ao Natioml Accounts
T, Gross national Product _
(at merket prices) 35730 35305 3,810
& Index of CNP psr man year ‘
(1951/52 & 100)

(1 + 8a <+ Basa Yesr) 100,0 _ 8%9.6 1010
2, Net balence of trads &nd :
gervices in ell currenciss b/ =88 =219 =85
3. Total mvailsbilities , :
(Lo2)or (L45F6) 3,818 3552k 3,895
lic Personsl Consumption 1,880 1,698 2,043
‘@0 AB % of totel gvedilabilities 13992 Sloh szas
bo Per capite consumpiion ' »
‘ (dOM) mc6 10005 118(:8
¢co Index of per capita
consumption (1951/52 2 100) .. 100,0 , 89.3 105.5
5, FPublic and Private Investment
(Gross) 906 81,0 oh2 ,
8. As % of total availabilities 23,7 25k 2L.2
6. Total Govermment Services 1,032 986 910
2. Nonedefense 408 386 3310
bs Defense 62l 600 600
(1) As % of total svailabllities 16,3 17,0 15.4

Bo

as of riddle of

o Population \ :
figcal year) {miliions) 16,7 16.9 17.2
8, Civilian Labor Foree (millions) 9.2 9.2 9.3 .
8o Employ'ed ) 902 901 903
be Unemployed v - 0.1 s
(1) &s ¢ of civilian labor force o 1.1 L

Sources Foreign Operations Administration

g/ GNP and ite compoments were sstimated on basis of calendar yesr Socisl Planes
FY 1951/52 on basis of 1952 Social Flan, FY 1952/53 on basis of 1953 Soclal Flan,
1953/5l FOA estimabe.

E/ Net balance for trade and ssrvices is on fisecal year bsslise
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